Despite the well-known gains from trade, the effects of trade openness are a priori ambiguous. For this reason it's important to establish effects of trade openness on both aggregate and disaggregated import demand. This study sought to establish the effects of trade openness on disaggregated imports. A panel data cointegration technique that uses the Fully Modified Ordinally Least Squares and Dynamic Ordinally Least Squares was employed. The data are annual cross country panels of EAC countries covering the period 1994-2012. The data were obtained from the IMF's International Finance Statistics, the World Bank's World Development Indicators as well as the World Integrated Trade Solution. The findings on the effects of trade openness on import demand show that an increase in the tariff rate reduces imports both at the aggregate and disaggregated levels. An increase in income positively influences the aggregate and disaggregated levels of imports. An increase in prices positively influences the aggregate and disaggregated levels of imports. Exports positively influence the aggregate and disaggregated levels of imports. Lastly the real effective exchange rate negatively influences aggregate and disaggregated imports. The policy implications is that governments of EAC countries could use trade openness reforms, particularly the tariff rate to minimize the importation of goods that can be produced locally, this will help in managing the balance of trade.
to approximately US $26.02 trillion in 2012 [1] . For the period, world trade grew nearly twice as fast as world production, signifying that countries are progressively trading with each other. In the case of EAC countries trade in goods and services increased from about US $4.4 billion in 1994 to approximately US $36.78 billion in 2012 [1] . An examination of the growth rate proposes that EAC countries have a higher trade growth rate in contrast to the world trade. This indicates that for the period, EAC countries trade grew much faster than world trade.
The three major reasons for the growth in world trade are, first, improvements in the technology of transportation and communication, second, increasing convergence of tastes and preference and thirdly, the global economic cooperation that has led to trade openness [1] . In this dissertation, we discuss the influence of trade openness on EAC countries. Theoretically, the influence of trade openness on imports and revenue performance is considered to be an indirect outcome. This indirect outcome is derived from the response of consumption and production decisions to price changes, of which the price changes are triggered by trade reforms [2] and [3] . For example, a reduction in import tariffs is likely to influence imports depending on the elasticity of import demand and price elasticity of supply for import substitutes i.e., if the demand for imports is inelastic it's likely that import volumes will remain unchanged irrespective of the changes in import tariffs and prices. On the other hand, if the demand for imports is elastic it's possible that import volumes will increase owing to changes in import tariffs and prices.
This theoretical relationship has been examined by [4] [5] [6] [7] [8] [9] among others. An example of studies examining this theoretical literature are presented below; Firstly, [7] analyzing the impact of a reduction of tariff and non-tariff barriers on imports for a panel of selected developing countries shows that income and relatives prices positively influence import growth and that import tariff reduce import growth. It further shows that income and price elasticities are higher as a result of removing barriers to free trade. Overall the study concludes that elimination of barriers to free trade has a strong positive impact on import growth.
The shortcoming of this study is that it uses aggregate import elasticities, yet import elasticities differ markedly for different categories of imports.
Secondly, [10] studying the influence of trade openness on disaggregated imports for Ghana shows that trade openness has a positive impact on imports of consumer and intermediate goods but it was found to be insignificant with respect to capital goods. Additionally the study shows that income and price elasticities of consumer and intermediate goods are higher as a result of removing barriers to free trade. Overall the study concludes that elimination of barriers to free trade positively influence import growth of consumer and intermediate goods.
In the case of EAC countries, despite implementing trade openness reforms, hitherto there are no studies that investigated the effects of trade openness on disaggregated imports and different categories of taxes. Studies by [11] have only investigated effects of trade openness on aggregate imports and do not consider effects of trade openness on disaggregated imports.
Furthermore, according to [4] the average tariff rate is taken to indicate the level of trade openness for an economy, as such a decline in the average tariff rate is taken to indicate greater trade openness while an increase in the average tariff rate is taken to indicate lower trade openness. From Figure 1 we conclude that EAC countries have experienced a reduction in tariff rates which reflect an increase in the level of trade openness over the period.
Example of trade openness reforms implemented in EAC countries include; implementation of tariff reforms under the World Trade Organization and General Agreement on Tariffs and Trade (GATT), tariff reforms under the IMF and World Bank Structural Adjustment Program and tariff reforms under the EAC customs union protocol [1] . These reforms have involved the reduction of tariff and non-tariff barriers across EAC countries.
Additionally, an analysis of the volume of imports to the EAC countries shows that during the period from 1994 to 2012 imports have dramatically increased importance to EAC countries, similarly the performance of imports measured by the import growth rate shows that for the period from 1994 to 2012, EAC imports grew at 88.3 percent while the sub-Saharan Africa imports grew at 83.1 percent [1] . The higher growth rate of EAC imports suggests that EAC countries are experiencing higher levels of import demand as compared to sub-Saharan African countries.
From literature, it's clear that higher levels of import demand could be driven by increased levels of trade openness. Based on literature this study attempts to answer the question how does trade openness affect disaggregated imports in EAC countries?
Statement of the Problem
It's argued that the reduction or removal of barrier to free trade, such as import tariffs lowers import prices. The gains from removal of barriers to free trade are expected to increase domestic output through the use of better imported skills and technology to foster high productivity at both firm and industrial level; thereby lowering import for certain categories of imports.
However, in the case of EAC countries, despite implementing trade openness reforms the performance of imports measured by the growth rate shows that EAC countries are experiencing higher import growth as compared to the averaged sub Saharan African countries. This is likely to cause a balance of trade problems, if the high import demand is not managed. For instance; EAC countries will have to review their trade openness policies in order to avoid problems associated with balance of trade deficits such as unemployment, low per capita income, exchange rate shortage, raising inflation, increasing government debt among others. Thus, it's imperative that evidence regarding the influence of trade openness on import demand is provided given the strategic importance of imports to development of EAC countries.
Literature Review

Theoretical Literature on Import Demand
The theoretical linkage between trade openness and imports has been explained by a range of theories, however there are three leading theories that explain demand for imports. First, is the theory of comparative advantage or neoclassic trade theory, second is the perfect substitute's model or Keynesian trade multiplier and third is the imperfect competition theory also known as the new trade theory [10] and [12] .
The first theory is the comparative advantage theory, the theory focuses on how the volume and direction of international trade are affected by changes in relative prices. The volume and direction of trade are explained by differences in factor endowments between countries. The theory is not concerned with the effects of changes in income on trade as the level of employment is assumed to be fixed and output is assumed to be on a given production frontier. This suggests that import demand is based on the assumptions of neoclassic microeconomic consumer behavior and general equilibrium theory. The models predict that movement towards openness can temporarily increase imports due to short run gains from re-allocation of resources within the economy. The implication is that trade openness has a positive relationship with imports [7] .
The second theory is the perfect substitute's model or Keynesian import demand function, which is based on the macroeconomic multiplier analysis. In this model, relative prices are assumed to be rigid while employment is variable. The model assumes international capital movements which passively adjust to restore the trade balance. The relationship can be defined by the average and marginal propensity to import and the income elasticity of imports. The perfect substitute's model is based on the assumption that traded goods are perfectly substitutes. But in reality, traded goods are not perfect substitutes hence both imported goods and locally produced goods coexist in the same market [10] .
The theory assumes that the state intervenes in international trade through the use of trade controls. The theory is based on the assumptions that traded goods are perfectly substitutable and can be traded across countries. The theory further assumes that international capital movements will passively adjust to restore the trade balance and it identifies two mechanisms in which trade openness might affect imports [7] . The first one is the domestic source path, this is associated with innovation while the second one is through absorption of foreign technology from leading trading partners. In the domestic source path, the rate at which imports grow depends on the rate of ingenuity of human capital or innovations in the domestic economy. In the second approach growth in imports depends on how imitation of foreign technology or capital is absorbed in the country [10] .
The third theory is the imperfect competition theory. The theory focuses on intra-industry trade and explains the effects of economies of scale, product differentiation and monopolistic competition on international trade. The theory uses three approaches to try and define effects of imperfect competition on international trade these include the Marshallian, Chamberlinian and Cournot approaches. First the Marshallian approach assumes constant returns at the firms level but increasing returns at the industry level, secondly the Chamberlinian approach assumes that an industry consists of many monopolistic firms and new firms are able to enter the market and differentiate their products from existing firms so that any monopoly profit at the industry level is eliminated.
Lastly the Cournot approach assumes a market with only a few imperfectly competitive firms where each firm output is taken as given [11] .
The theoretical literature suggests three theories that influence import demand, however two theories are commonly used in estimating the import demand function. These are the imperfect substitute model and the perfect substitute model [11] . The perfect substitute's model is based on the assumption that traded goods are perfect substitutes, suggesting that a country can be either an importer or an exporter but not both [13] . But in reality, traded goods are not perfect substitutes hence imported goods and locally produced goods coexist on the same market. Furthermore, the increasing trade among nations and existence of intra-industry trade have put question marks on the validity of the perfect substitute's hypothesis. The perfect substitute's model has attracted less attention in the empirical studies since it seems to be less realistic while the imperfect substitution model has received more [10] . The theories assume that in a market economy import demand can be fully modelled by income and relative prices.
Empirical Literature on Import Demand
There are various studies estimating import demand elasticities for different A study by [15] advanced a vector auto regression framework and used quarterly data covering the period 1987 to 2003 to estimate import demand elasticities for the Turkish economy. The study found that both long-run and short run income elasticities were 1.999 and 1.188 for long-run and short-run respectively while the price elasticities were −0.402 for long-run and −0.527 for short run.
Reference [16] estimated a structural import demand function for 77 developing and industrial countries from 1960 to 1993 using cointegration and fully modified ordinary least squares estimator. He found that imports seem to be more responsive to relative prices in the long-run with an average long-run price elasticity of −1.08 while average short-run price elasticity was estimated at −0.26.
The study found that imports respond more to income in the long-run than in the short run with average long-run income elasticity equal to 1.45 whereas average short-run income elasticity was equal to 0.45.
An investigation into the behavior of the import demand function for India using annual data from 1975 to 2003 by [17] shows that economic activity (GDP) import price, foreign exchange reserves and price of domestically produced goods were established as determinants of aggregate import demand. It was found that the aggregated import volume was cointegrated with all variables estimated and the import demand of India was largely explained by price of domestically produced goods, GDP, lag of import and foreign exchange reserves.
Some empirical studies that have used the Autoregressive Distributed Lag (ARDL) bounds test approach to examine import demand functions include; Among the studies conducted on import demand functions for East African countries include studies by [7] [9] [11] among others. A study by [7] investigates the factors that determine bilateral trade between Kenya and Uganda. The study uses import demand functions to estimate each country's import demand elasticities for the period 1969-1989. The data was analyzed using multiple regression estimation technique. The empirical findings show that Kenya's lagged imports had a positive effect on its demand for Ugandan goods while political conflicts exerted a negative influence on its demand. For Uganda, the factors found to be significantly determining the demand for Kenyan goods were income and population with both factors having positive effects on import demand.
A study by [11] estimated co-integrating vector using the Johansen approach.
The study shows that in the long-run Uganda's imports are sensitive to changes in output relative prices and foreign exchange availability. In addition the short run output elasticities of imports and real exchange rate are greater than the long-run elasticities. In the short run imports also appeared to be responsive to their previous levels but net capital inflows exhibited only long-run potency. The estimated error correction coefficient shows that a large feedback occurs each period.
Some of the studies that have included a trade openness variable in the aggregate import demand function include studies by [7] ; [21] A similar study by [21] estimates income elasticity, relative price elasticity and trade openness elasticity for Venezuela. The study uses aggregate annual data for the period 1962 to 1979. The study shows that the price elasticity of import demand was very high at negative 2.086. While the income elasticity was also found to be higher than unity at 1.879. The study also shows that trade openness increased import demand for Venezuela.
In contrast to the studies using aggregate analysis other studies have used disaggregated analysis. Some of the studies using disaggregated are reviewed below.
Reference [22] using the Johansen-Juselius (JJ) approach estimated the import demand function for Macao by testing both the aggregate and disaggregate import demand models. The study used quarterly data for the period 1970-1986, it observed that cointegration relationships exist in the disaggregate model while no cointegration was found in the aggregate model of Macao's import demand function. The study concluded that the disaggregate model is more appropriate in explaining the import demand for Macao.
A study on the US import demand by [23] estimated a long-run equilibrium relationship between imported consumer goods, relative price of imports and consumption of domestically produced goods. The study found that all these variables are cointegrated. The long-run price elasticity of import demand was estimated at −0.95, the elasticity of import demand with respect to a permanent increase in real spending was estimated at 2.2. In Clarinda's analysis, he used an econometric equation for estimating the parameters of the demand for imported non-durable consumer goods for the US using quarterly data covering the period 1967 to 1982.
Reference [24] examines aggregated and disaggregated import demand elasticities for South Africa using cointegration analysis. The study obtains the long-run relationship among the variables with the two-step Engle-Granger technique and a short-run dynamic model. The results show that income elasticity is much larger than price elasticity in the disaggregated import demand elasticities.
Reference [25] There is also evidence of unidirectional long-run causality running from real GDP to crude oil imports which makes disaggregated elasticities more appropriate.
Some of the studies that have included a trade openness variable in the disaggregate import demand function include studies by [10] and [12] among others.
The studies show that the trade openness variable has varying influence of the different import categories. For example a study on Ghana by [10] indicate that trade openness plays a positive significant roles in the short run and long-run demand for machinery and transport equipment while for food and live animals imports are insignificant.
Synthesis of Empirical Literature
The section provides a synthesis of literature on studies investigating aggregate and disaggregate import elasticities. The literature suggests two leading theories that explain demand for import, these are the perfect substitute model and the imperfect substitute model [10] . The perfect substitute's model is based on the assumption that traded goods are perfect substitutes, suggesting that a country can be either an importer or an exporter but not both. On the other hand the imperfect substitution model uses intra-industry trade, product differentiation and monopolistic competition to explain demand for imports i.e., a country is both an importer and an exporter. The perfect substitute's model has attracted less attention in the empirical studies since it seems to be less realistic while the imperfect substitution model has received more attention [10] . While studies examining disaggregated import elasticities contend that aggregate import elasticities could behave differently, if import data were to be disaggregated [10] and [12] . This argument provided the motivation for this study to establish the effects of trade opennesss on disaggregated import demand elasticities for the five East African countries.
Methodology for Estimating Import Demand Function
Model Specifications
According to [10] imports are a function of GDP, imports prices and domestic prices. This relationship is expressed using Equation (1) which is known as the relative import demand function [10] . The formulation assumes instantaneous adjustments by imports resulting from changes in domestic prices and income on the part of the importer.
( ) To establish the effects of trade openness on imports on EAC countries, we convert model 3.3 to a panel estimation and also introduce the average tariff rate alongside other control variables. These variables are drawn from literature as proposed by [10] ; [7] among others. Based on the literature the average tariff rate, export in values and real effective exchange rate are introduced into the standard import demand function in Equation (3). Therefore Equation (3) becomes Equation (4) 
Definition of Variables Used in Import Demand Function
The variables presented in this section are drawn from theoretical and empirical literature. It's expected that an increase in the income of the importing country will raise import demand substantially. If the income elasticity of import demand is high, other things being equal, this would lead to a deterioration of the balance of payments. However an increase in income may lead to a rise in the production of goods and services domestically. In this case, one may expect imports to fall in the face of an increase in income which means that the relationship between volume of imports and income may be either negative or positive [10] . In the same way, according to [8] studying the influence of trade openness on Venezuela's import performance, they suggest that trade openness can directly affects income and price elasticities i.e., as the degree of import openness increases, the income elasticity of demand increases. That is, the relaxation of controls will tend to increase the income elasticity automatically. Based on the results we assume that income elasticity is positively related to import demand and we expect a positive relationship between import demand and income for this study.
According to economic theory as well as studies by [7] import demand is negatively related to relative import price i.e., an increase in prices leads to a decline in import demand. Therefore, from this study we expect that the relative import prices is negatively related to import demand. However contrary to studies by [7] , [8] proposes that as economic development proceeds, the price elasticity of import demand also rises implying that import demand is positively related to relative import price. Further analysis should be undertaken to understand the behaviour of disaggregated import elasticities using sector specific data.
We introduce the average tariff rate as a measure for trade openness, this is in line with studies by [7] . A decline in the average tariff rate is taken to indicate greater trade openness and an increase in the average tariff rate is taken to indicate lesser trade openness [4] . According to [7] the average tariff rate is negatively related to import demand. Therefore based on these studies we expect a negative relationship between average tariff rate and import demand. In addition to the average tariff rate we introduce another measure for trade openness as a control variable for the average tariff rate i.e., the trade ratio to GDP. The purpose is to find out whether using another measure of trade openness the results under the average tariff rate variable remain valid. However, the trade ratio to GDP is correlated with import demand as such we cannot use in the import demand functions. In this study we use it as pseudo variable to see if the results under the average tariff rate variable remain valid under another measure for trade openness.
The other variable considered in the extended import demand function is the values of exports. Exports are a crucial component of a country's economy. Not only do exports facilitate international trade, they also stimulate domestic economic activity by creating employment, production, foreign exchange rate and taxes. The ability to export goods helps an economy to grow, by selling more goods and services. Reference [7] using a sample of 46 sub-Saharan countries conclude that exports are positively related import demand. They show that exports represent efficiency gains and economies of scale on the part of domestic producers which enables domestic producers penetrate the international market.
Therefore an increase in exports is expected to increase demand for intermediate and capital goods imports used in production of export goods. Based on the study by [12] we expect a positive relationship between exports and import demand.
We also include the real effective exchange rate into the extended import demand function. The use of the real effective exchange rate variable is in line with studies by [16] . The real effective exchange rate, is the weighted average of a country's currency relative to an index or basket of other major currencies adjusted for the effects of inflation. Movements in the real effective exchange rate affect resource allocation by changing the country's competitiveness in international trade. An increase in real effective exchange rate is expected to lead to a decrease in import demand. Accordingly a negative relationship is expected between real effective exchange rate and import demand.
Data Type and Sources
This section provides a description of the data appearing in the four import demand equations. The study employs a cross country panel which includes the following countries, Burundi, Kenya, Rwanda, Tanzania Reference [26] argues that panel data generates more accurate predictions for individual outcomes by pooling the data rather than generating predictions of 
Empirical Results
The study uses 
Panel Unit Root Tests
The first step in the analysis is to ascertain the order of integration of the va- and if the data series is stationary at second difference, then it's referred to as integrated of order two, i.e., I(2). First, we perform unit root tests at levels and where necessary we carry out higher order tests. The results for the [27] and [28] panel unit root test are presented below in Table 2 .
The results under Table 2 show that the T-bar and the w (T-bar) test statistic of [27] panel unit root test fail to reject the null hypothesis of presence of unit exchange rate and GDP per capita are transformed to first difference. The [28] panel unit root test rejects the null hypothesis of presence of a unit root which implies that the variables are stationary after first differencing and hence integrated of order one I(1).
The results of the [28] panel unit root test under 
Panel Cointegration Test
In testing for cointegration in panel data, we use the Kao panel cointegration tests. The test is suitable for panels with small T. The results from the four import models show that the ADF test statistic rejects the null hypothesis of no cointegration at 1 percent level of significance. This implies that there exists a long-run relationship in the variables. From the results we conclude that the variables in the four import demand functions have a long-run cointegration relationship.
Panel Cointegration Regressions
The results from the panel unit roots test and the panel cointegration tests show that the variables across the four import models are integrated of I(0) and I (1) but also cointegrated. According to [26] Table 3 and Table 4 shows the empirical results from estimating the standard and extended FMOLS and DOLS import demand models We use consumer, intermediate, capital and aggregate goods as dependent variables for the import models. Whereas GDP per capita and relative import price are used as independent variables in standard import models Table 3 . We introduce average tariff rate, exports and real effective exchange rate as independent variables in the extended import models. The discussion is based on the results presented in the extended import models in Table 4 . The results are considered more robust than Note: Standard errors in parentheses ***p < 0.10, **p < 0.05, *p < 0.01. The dependent variable for Models (1) and (2) is consumer goods (3) and (4) intermediate goods (5) and (6) capital goods while (7) and (8) Note: Standard errors in parentheses ***p < 0.10, **p < 0.05, *p < 0.01. The dependent variable for Models (1) and (2) is consumer goods (3) and (4) intermediate goods (5) and (6) capital goods while (7) and (8) results in Table 3 .
Discussion of Empirical Results
The results under and are in line with study findings by [7] who used aggregate and disaggregated import elasticities for a panel of 22 developing countries. However the magnitude of income elasticities computed in this study appear lower than elasticities computed by [7] . The lower elasticities could be attributed to disaggregation of data as well as lower incomes experienced in EAC countries. In the same way, this findings renders support to [8] first hypothesis which predicts that as the degree on trade openness increases, the income elasticity of import demand also increases.
The coefficient of relative import price or price elasticity across the four mod- This result is not expected but it is supported by findings from [8] [10] [11] among others. The findings in the three studies shows that import demand increased with an increase in the relative import prices for these countries in the 1970's i.e., Hondurus, Syria, India, Venezuela and Nigeria. These results suggest that trade openness makes it easier to substitute domestic production for import substitutes thereby imports increasing prices on the domestic market. However,
given that these results contradict economic theory, we recommend that these finding are further analyzed using more detailed sector specific data to establish the behaviour of disaggregated import elasticities
The results of the first lag of the consumer, intermediate and aggregate good models are positive and statistically significant. This result implies that imports of consumer, intermediate and aggregate goods in the previous period are an important determinant for imports in the present period. This result supports economic theory which predicts that demand for imports in the previous period influence demand for imports in the current period [11] . Furthermore, the elasticity are concentrated between 0.68 and 0.40 range, suggesting a comparable influence of the first lag import elasticity on the four import categories.
The coefficient of average tariff rate which is used as a measure for trade openness is negative and statistically significant for the aggregate and disaggregated import models. The negative relationship implies that an increase in the tariff rate leads to decrease imports of aggregate and disaggregated goods. The average tariff rate elasticity are inelastic and concentrated between −0.009 and −0.019 range. The results are expected and are in line with theoretical literature which predicts that a decrease in tariff rates leads to an increase in import demand [7] . On the other hand the magnitude of these tariff elasticities appear lower than elasticities computed by [7] suggesting a smaller influence of reducing tariff rate on imports of EAC countries. Consumer goods have the highest average tariff rate elasticity, followed by capital goods and lastly intermediate goods. These results are also consistent with the study findings by [11] which further supports our study predictions.
As a robustness test, in Table 5 we control for the results of the average tariff rate variable by introducing another measure for trade openness i.e., the trade ratio to GDP. This variable is used for a robustness test since it's correlated with Note: Standard errors in parentheses ***p < 0.10, **p < 0.05, *p < 0.01. The dependent variable for Models (1) and (2) is consumer goods (3) and (4) intermediate goods (5) and (6) capital goods while (7) and (8) leads to an increase in import demand [7] and [10] . The overall implication of these finding is that trade openness has led to an increase in import demand for the five EAC countries.
The coefficient for exports is positive and statistically significant for the aggregate and disaggregated import models. The positive relationship implies that an increase in exports increases imports of aggregate and disaggregated goods.
The export elasticity are inelastic and concentrated between 0.77 and 0.33 range.
The size of the disaggregate export elasticities are higher than aggregate export elasticities, which suggests that aggregated elasticities could mask important characteristics in data [10] . Capital goods have the highest export elasticity, which predicts that a growth in exports leads to an increase demand for goods used in the production process such as imports of intermediate goods [10] .
However the size of export elasticities computed in this study appear lower than elasticities computed by [7] . The lower elasticities could be attributed to disaggregation of data as well as lower incomes experienced in EAC countries. The overall implication of these findings is that exports lead to an increase in import demand for EAC countries.
The coefficient of real effective exchange rate is negative and statistically significant for the aggregate and disaggregated import models. The negative relationship implies that an increase in the real effective exchange rate decreases imports of aggregate and disaggregated goods. The results are expected and are in line with empirical literature by [12] ; [9] and [13] who predicts that an increase in exchange rate leads to a decrease in import demand. The computed real effective exchange rate elasticities are inelastic and concentrated between −0.009 and −0.019 range. The size of the disaggregate real effective exchange rate elasticities are higher than aggregate price elasticities, which supports the assumption that disaggregated import elasticities mask important characteristics in data. The disaggregated import elasticities appear similar suggesting a comparable influence of the real effective exchange rate on disaggregated imports.
Capital goods have the highest real effective exchange rate elasticity, followed by consumer goods and lastly intermediate goods. These results are expected and are in line with the study predictions. The size of the real effective exchange rate elasticity are bigger than elasticities computed by [9] for Kenya and Uganda during the early stages of EAC integration. On the other hand the real effective exchange rate elasticities computed in this study are lower than elasticities computed for developed countries. The overall implication of this finding is that real effective exchange rate has led to a decrease in import demand for the five EAC countries.
Conclusions and Policy Recommendations
Conclusions
Despite the well-known gains from trade, the effects of trade openness are a priori ambiguous. For this reason it's important to establish effects of trade openness on both aggregate and disaggregated import demand for any country opening its borders to trade. This paper establishes the effects of trade openness on aggregate and disaggregated import elasticities for EAC countries. The paper uses the FMOL and DOLS panel data analysis techniques to estimate import elasticities, which is an important contribution of the paper to trade openness literature.
After testing for robustness of the results, our main findings show that the average tariff rate used as a measure for trade openness is negative and inelastic with respect to aggregate and disaggregated imports. This result implies that tariff rates negatively influence demand for imports. The policy implications from this result are that governments of EAC countries should use trade openness reforms, particularly the tariff rate to minimize the importation of goods that can be produced locally. This will help in managing the balance of trade.
Policy Recommendation
The policy implications from this result are that governments of EAC countries should use trade openness reforms, particularly the tariff rate to minimize the importation of goods that can be produced locally. This will help in managing the balance of trade.
Limitations of the Study
In this study, we have found that there are a number of directions which could be explored in future research. First, the use of highly disaggregated sector specific data. This will provide a more complete picture of effects of trade openness on disaggregated import demand. Furthermore; so many others factors that influence import demand could be analysed i.e., how institutional factors such as customs procedures affect import demand. Lastly the data set used in this study covers the period in which EAC countries had implemented the EAC Customs Union i.e. 1994 to 2012, this period could be extended to cover the implementation of the EAC Common Market.
